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The defendant, Shayne Kniss, through his attorney Conor Huseby, submits the 
following sentencing memorandum for the Court’s review and consideration in 
determining a sentence that is “sufficient, but not greater than necessary,” as required by 
18 U.S.C. § 3553(a). A sentencing hearing is currently scheduled before the Honorable 
Chief Judge Michael Mosman on February 25, 2019.’^ 

I. INTRODUCTION 

The wire and mail fraud statutes—which differ only in the means of 
communication involved—are some of the broadest statutes in federal criminal law. As 
one commentator observed, the federal mail fraud statute “has been expansively 
interpreted to invite federal prosecution of virtually every type of untoward conduct 
known to man.”^ As a result, a wide variety of conduct can be charged criminally in 
federal court, and white collar cases exist on a broad spectrum. At one end of the 
spectrum are pure scam artists who devise calculated schemes that are fraudulent from 
the outset in order to line their own pockets and amass wealth. At the other end of the 


^ Mr. Kniss will provide the Court and the government with a binder of exhibits which can be 
referenced while reading this memorandum. The exhibits will be provided under seal because 
they contain personal information regarding Mr. Kniss and others and sensitive information that 
is not appropriate for public filing. A compelling interest in protecting Mr. Kniss and others from 
abuse, danger, and/or invasion of privacy will be served by filing this information under seal. 
Should any person, party, or entity seek access to any of these materials, Mr. Kniss requests 
notification and a hearing at which he has the right to be present before any disclosure. 

^ Mr. Kniss will also file a brief letter under seal describing particularly sensitive information 
from his childhood. 

^ Daniel J. Hurston, Limiting the Federal Mail Fraud Statute—A Legislative Approach, 20 Am 
Crim L Rev 423, 424-426 (1983). 
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spectrum are individuals who start legitimate businesses, but over time as the business 
struggles and the individual battles emotional and mental health issues, begin making 
decisions that are more akin to recklessness than greed driven intentional fraud. Shayne 
Kniss falls at the latter end of the spectrum. 

To be sure, Mr. Kniss acted in ways that meet the broad definition of wire fraud. 
He agreed to loans that greatly increased the risk that each investment fund was exposed 
to without advising investors, he comingled money between funds in an effort to keep 
each fund solvent and pay investors back, and after a business partner misappropriated 
money from the business and refused to return the funds, Mr. Kniss capitulated to an 
agreement in which the investor funds would be returned to Iris through an investment in 
a legal marijuana business. 

Yet, the demise of Iris Capital Management (Iris) and the tragic loss of investor 
money is not a story of calculated greed. Shayne Kniss did not comingle investor money 
between funds and otherwise use investor money in a manner contrary to promises made 
to investors to line his own pockets. In fact, of the individuals involved in the formation 
and management of Iris, Shayne Kniss is the only one who wound up broke. So broke, 
that for a time period, he slept in his car or on the couches of friends. Mr. Kniss did not 
amass any wealth while managing Iris. Today, he has approximately $500.00 in his bank 
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account and owes $298,000 to the Internal Revenue Service and $120,000 to Capital One 
for credit card debt."^ 

Shayne Kniss acted contrary to the promises he made to investors not out of greed, 
but out of incompetence fueled by alcohol addiction and mental health issues, and out of 
a desperate, but ultimately misguided, desire to make whole investors who had entrusted 
him with money to invest in a complieated real estate business he was incapable of 
understanding and suecessfully managing. Mr. Kniss also acted out of irrational hope, 
believing at every step that the next decision he made would be the one that would lead 
Iris investors to financial prosperity. Or, as the Receiver put it, Mr. Kniss “convinee[ed] 
himself that at the end of the day, he would make his investors money. 

Shayne Kniss was not evil—he was weak, mentally unstable, and incompetent. 

For his weakness and incompetence—regardless of the sentence imposed by the 
Court—Shayne Kniss will suffer severe consequences. Mr. Kniss has already 
experieneed financial ruin, mental breakdowns, and the dissolution of his marriage. As a 
further consequence of his acceptance of responsibility in this case, Mr. Kniss, a 
Canadian citizen, will be deported from the United States and permanently separated 
from the most important thing in his life, his three children.^ 


4pSRat1|83. 

^ Receiver’s Letter, ECF #23 at 11. 

^ 8 U.S.C. § 1101(a)(43) (stating that a fraud offense in which the loss exceeds $10,000 is an 
aggravated felony for immigration purposes). 
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While Shayne Kniss will pay for his weakness and ineompetenee, the individuals 
who advised him as he managed Iris, and profited substantially in doing so, will escape 
largely unscathed. Sean Keys was the man who managed the real estate projects Shayne 
Kniss solicited investor money for. As Shayne Kniss attempted to recoup investor money, 
he discovered Sean Keys had encumbered investor properties with a personal loan he 
obtained without Shayne Kniss’ knowledge. Mr. Kniss promptly requested 
documentation that showed over $500,000 of sale proceeds went to the lender instead of 
Iris investors. Mr. Keys has not been prosecuted, but paid an undisclosed amount to settle 
his case civilly when a Receiver was appointed to recoup Iris investor funds. Similarly, 
the attorneys who handled virtually every aspect of the formation of Iris funds, and who 
advised Mr. Kniss about what disclosures needed to be made to investors, also paid their 
way out of this case with multimillion dollar civil settlements. 

The purpose of this submission is not to shift responsibility for the downfall of Iris 
away from Mr. Kniss, but to provide context for his actions. The Receiver’s allegation 
that Mr. Kniss “has remorse for the harm he has caused investors” but does not 
“recognize[] his culpability,” is not true.^ One cannot feel remorse without 
acknowledging culpability. Nor is Mr. Kniss offering a “mitigation defense.”^ Mr. Kniss 
is offering no defense at all. He entered a guilty plea after waiving his right to an 


^ Receiver’s Letter, ECF #23 at 11. 
^ Id. at 12. 
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indictment at his first appearance knowing he would face certain deportation, restitution, 
and potential imprisonment. 

Mr. Kniss’ acceptance of responsibility in this ease has been swift, painful, and 
complete. 

The reason Mr. Kniss presents this Court with evidence of severe addiction and 
mental health problems, as well as evidence of other culpable actors, is because section 
3553(a) requires the Court to consider the circumstances of the offense. Those 
circumstances cannot be fairly assessed without examining Mr. Kniss’ mental state and 
the role played by his advisers. To be elear, Mr. Kniss is not claiming that he acted 
without fraudulent intent. Mr. Kniss agrees, and has admitted, that at some point during 
his management of Iris, he knowingly and intentionally deviated from promises he’d 
made to investors, and as a result of that conduct, investors suffered losses attributable to 
Mr. Kniss of $529,486. Moreover, Mr. Kniss is aware that actions undertaken in an effort 
to recoup investor funds, or with the belief that investors would ultimately benefit, is no 
defense. A “good-faith belief that the victim will be repaid and will sustain no loss is no 
defense.” United States v. Benny, 786 F.2d 1410, 1417 (9tb Cir. 1986). However, a 
number of faetors in this case place Mr. Kniss towards the low end of the culpability 
spectrum for white collar defendants. Those factors include: 

• Iris was started as a legitimate and well intentioned investment scheme; 

• Terrible advice provided by a more sophisticated partner and by respected 
legal and accounting professionals that resulted in misguided decisions by 
Mr. Kniss with disastrous results; 
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• Mr. Kniss’ severe emotional, mental health, and addiction problems that 
inhibited Mr. Kniss’ decision making and judgement; 

• Misconduct by Mr. Kniss’ business partner that prompted Mr. Kniss to 
make desperate decisions in an attempt to recoup investor funds; 

• Mr. Kniss did not amass wealth during his management of Iris funds, but 
ended up with no money at all; 

• Nearly 80% of investor funds have been recovered; and 

• Extraordinarily severe collateral consequences of Mr. Kniss’ conviction. 

In the end, Mr. Kniss merely endeavors to provide the Court with as complete a 

picture of his actions and motives as possible in order to assist the Court in fashioning an 
appropriate sentence. Shayne Kniss is not a mastermind fraudster in the mold of Bemie 
Madoff. Considering all the circumstances of this very unique case, prison is not an 
appropriate punishment for Mr. Kniss. 

II. THE ADVISORY SENTENCING GUIDELINES AND PLEA AGREEMENT 

The Sentencing Guidelines are “the starting point and the initial benchmark” for a 
sentencing court. Gall v. United States, 552 U.S. 38, 49 (2007). A court is required to 
“correctly calculat[e] the applicable Guidelines range.” Id. But the Guidelines are “not 
the only consideration.” Id. “[T]hey are one factor among the § 3553(a) factors that are 
to be taken into account in arriving at an appropriate sentence.” United States v. Carty, 
520 F.3d 984, 991 (9th Cir. 2008) (en banc) (citing Kimbrough v. United States, 552 U.S. 
85, 101 (2007)). “[T]he Guidelines factor [may not] be given more or less weight than 
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any other.” Id. The district court may not presume that the Guidelines sentence should 
be imposed. Rita v. United States, 551 U.S. 338, 351 (2007). 

After correctly calculating the applicable Guidelines range, the court must consider 
all of the § 3553(a) factors and make an “individualized assessment.” Gall, 552 U.S. at 50. 
While the sentencing judge must consider the Guidelines range in fashioning a sentence, 
in the end, the “overarching” consideration is to “impose a sentence sufficient, but not 
greater than necessary to accomplish the goals of sentencing....” Kimbrough, 552 U.S. at 
101. “[FJashioning a just sentence cannot be reduced to a mere arithmetical exercise” and 
“[rjeliance solely on numbers, quantities, offense levels, criminal history categories, and 
matriees produces an illusory precision that obscures the fact that sentencing, in the end, 
must involve the exercise of judgment.’’^ United States v. Biheiri, 356 F. Supp. 2d 589, 594 
(E.D. Va. 2005) (emphasis in original). In the final analysis, “punishment should fit the 
offender and not merely the crime.” Pepper v. United States, 562 U.S. 476, All (internal 
quotation and citation omitted). 

Mr. Kniss has reviewed the Presentence Investigation Report (PSR). He agrees he 
is correctly assigned a criminal history category of I. PSR at T|58. As to the offense level 
computations in this case: 

• Mr. Kniss agrees the Base Offense Level is 7. PSR at ^43. 

• Mr. Kniss agrees that a 12-level increase applies under USSG §2B 1.1 (b)(1)(G) 
because the loss exceeded $250,000. PSR at Tf44. 
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• Mr. Kniss agrees that a 4-level inerease applies under USSG §2B1.1(b)(2) 
beeause the offense resulted in substantial financial hardship to five or more 
victims. PSR at T145. 

• Mr. Kniss agrees that a 2-level increase applies under USSG §3B1.3 because 
the offense involved the use of a special skill and Mr. Kniss abused a position 
of trust. PSR at ^47. 

• Mr. Kniss agrees that a 3-level reduction applies pursuant to USSG §3E1.1 for 
his acceptance of responsibility. PSR at ^[51-52. 

• Mr. Kniss agrees the total offense level is 22. PSR at ^53. 

With a criminal history category of I and a total offense level of 22, the advisory 
Guidelines range—prior to any downward departure or variance—is 41-51 months. 
Pursuant to the plea agreement, the Government will recommend a sentence at the low 
end of the Guidelines range (41 months). Mr. Kniss is free to recommend any sentence 
based on the factors identified inl8U.S.C.§3553. 

III. SHAYNE KNISS— THE MAN 

Shayne Kniss was bom in Calgary to the union of Bmce and Sharon Kniss.^ Mr. 
Kniss’ childhood is described in a confidential supplement to this memorandum. 

In high school, Mr. Kniss became involved with the Young Life program in 
Calgary.'® Young Life is an organization whose mission is “[ijntroducing adolescents to 
Jesus Christ and helping them grow in their faith.”" Mr. Kniss took comfort in his 


® PSR at 163. 

'' https://www.younglife.org/About/Pages/default.aspx 
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Christian faith as a refuge from the difficulties of his childhood. Mr. Kniss attended 
college at the University of Calgary.'^ During the summers Mr. Kniss worked at Young 
Life summer camps with middle and high school students. In the summer of 1996, while 
working at a Young Life summer camp, Mr. Kniss met his future wife, Michelle 
Gabriel.'"^ Ms. Gabriel recalls Mr. Kniss being very good working with children and 
encouraging teenagers to get involved in church.*^ Mr. Kniss fell in love with Ms. 

Gabriel, moved to Oregon, and never finished his college degree as a result of the 
move.^^ 

In 1999, Mr. Kniss and Ms. Gabriel were married.'^ Together, the couple had three 
children who are currently aged 16, 15, and 10.'^ Mr. Kniss loves his children very much. 
What little money Mr. Kniss has anymore he spends largely on travelling to Portland to 
spend time with his children. Ms. Gabriel states that the hardest thing about this case is 
their children knowing that their father will be deported as a result of this conviction and 
will never be able to attend their graduations or weddings.'^ This is also the most painful 
part of this case for Mr. Kniss. The impact Mr. Kniss’ impending deportation to Canada 
will have on his children is extraordinarily painful for Mr. Kniss to bear. 


PSRatt66. 

12 Id. at T167. 

1^ Ex. C, Investigation Report—Michelle Gabriel at 1. 
Id 

1^ PSR at 167. 

12 Ex. Cat 1. 

1* PSR at 167. 

1^ Ex. C. at 3. 
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Prior to the dissolution of his marriage and downfall of Iris, Mr. Kniss had a 
community of friends and was an active member of River West Church in Lake Oswego, 
Oregon. Mr. Kniss was described by his good friend. Pastor Mike Self, as incredibly 
generous to him, the church, and his family.^® Mr. Kniss was extremely generous with his 
time as well.^' Mr. Kniss had a strong desire to help others, especially children. Mr. Kniss 
began making trips to Africa as part of a church outreach program. Mr. Kniss was moved 
by what he saw in Africa, and when he returned, began sharing with other church 
members his desire to help families in Rwanda.^^ Ultimately, Mr. Kniss was a leader in a 
project called Africa New Life.^^ Mr. Kniss travelled to Africa and purchased land for a 
community struck by the Rwandan genocide to build a church.^"^^^ River West describes 
the mission of Africa New Life as “to transform lives and communities through 
preaching the Gospel of Jesus Christ and acts of compassion. Their goal is to see lives 
transformed through meeting basic needs, to give hope for the future for those living in 
poverty in Rwanda, and to share the freedom and hope found in Christ.”^® 


Ex. D, Investigation Report—Mike Self at 2. 

Id. at 2 
Id. 

24 M 

2^ The land was purehased at a modest priee. Mr. Kniss believes the land was purehased for 
approximately $10,000-15,000. 

2^ https://riverwest. 0 rg/serve/our-world/world-ministries/#africa-new-life 
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In 2012, Mr. Kniss and his family travelled to Rwanda. Mr. Kniss helped find 
families to sponsor poor ehildren in Rwanda, helped provide sehool supplies to the 
impoverished community, and brought hope to a devastated region. 



Shayne Kniss and his family volunteering in Rwanda in 2012 


Mr. Kniss is, at his core, a good man. Even as Iris failed, and he made increasingly 
risky decisions in an effort to recoup investor money, Mr. Kniss did not act out of greed. 
As his ex-wife told a defense investigator, “money was not the driving force for 
Shayne.”^* He never squirreled wealth away in secret bank accounts or lived a 
particularly lavish lifestyle. Even when he took the rare vacation with his family, they did 
not stay in glitzy places, but tried to stay with relatives.^^ The family shopped at WinCo 
and bought items on-sale.^° The family never had savings.^^ After the collapse of Iris, the 


27 

28 

29 

30 

31 


http://theknissfamily.blogspot.com/ 
Ex. C at 2. 

Id. 

Id. 

Id. 
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Receiver “found no meaningful savings or other financial accounts or other forms of 
investment.”^^ Ms. Gabriel stated none of Mr. Kniss’ actions were ever done out of greed 
or maliciousness.^^ 

Remarkably, as the Receiver sought to recover assets from Mr. Kniss, he 
consistently overrepresented his assets. For example, the Receiver notes that the funds 
available in Mr. Kniss’ Umpqua bank account were significantly less than represented.^"^ 
One would expect that a person seeking to enrich themselves would underrepresent the 
value of their assets in order to prevent them from being seized. Mr. Kniss did the 
opposite. In fact, the word “greed”—the hallmark of white collar crime—does not appear 
once in the Receiver’s lengthy letter to the Court. 

Mr. Kniss’ friend, Mike Self, was asked if he believed Mr. Kniss lived a lavish 
lifestyle. Mr. Self said he did not see Mr. Kniss living a lavish lifestyle.^^ Although Mr. 
Kniss and his wife built a home in Lake Oswego, it was modest by Lake Oswego 
standards.Ultimately, even with Ms. Gabriel going back to work to bring in extra 
money for the family, Mr. Kniss’ family could not afford the house and were forced to 
sell it due to financial strains. 


Receiver’s Letter, ECF #23 at 7. 
Ex. C. at 3 

Receiver’s Letter, ECF #23 at 4. 
Ex. D at 2. 

^^Id. 

Id. 
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Mr. Kniss lost everything when Iris eollapsed. His marriage was over and he had 
no money. Mr. Kniss voluntarily surrendered his interest in every business he was 
involved in and even turned over the eomputer equipment in his offiee to allow the 
Reeeiver to reeoup as mueh money for Iris investors as possible.^* He spent the years 
after the eollapse of Iris sleeping on friends’ eouehes, in part-time rentals, and at times in 
his ear.^^ Since the demise of Iris, Mr. Kniss has worked as a framer, a roofer, at a 
software sales company making $35,000 a year, and as a driver for Uber.'*'’ He currently 
lives in Atlanta with his girlfriend."^^ He works as a handyman for a mobile home services 
company."^^ He has $500.00 in his bank account and nearly $420,000 in debt."^^ He 
continues to maintain good contact with his three children and spent much of the summer 
of 2018 with them."^"^ 

Mr. Kniss is more than the decisions he made during his tenure attempting to run 
Iris. He is a well-meaning and caring man who has lost everything as a result of his 
decisions. 


Receiver’s Letter, ECF #23 at 10-11. 
PSR at T|68. 

atl[1|79-80 
Id. at 170. 

Id. at 179. 

Id. at 183. 

^Ud. at 171. 
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IV. THE BEST INTENTIONS— THE ORIGINS OF IRIS CAPITAL 

a. The origins of Iris Capital 

Prior to founding Iris, Shayne Kniss worked as an investment advisor at several 
firms ineluding, Piper Jaffrey, UBS, and VergePointe/^ Mr. Kniss did well working for 
these firms. In fact, many of the investors who later invested in Iris did so because Mr. 
Kniss was their financial advisor at one of his prior firms, and they were impressed with 
his work.'^^ During the end of his tenure at VergePointe, Mr. Kniss was introduced to 
Sean Keys, a local real estate developer.'*^ Mr. Keys told Mr. Kniss that he owned two 
sets of distressed properties (Funds I and II) and offered Mr. Kniss the opportunity to 
invest in them."^^ Mr. Kniss told Mr. Keys he was interested in the investments. Mr. Kniss 
relied on Mr. Keys’ representations of himself as a man whose family has over 100 years 
of experience in the real estate business. 

b. Investing in real estate purchased at the bottom of the market was a 
good idea, and Mr. Kniss sincerely believed his investors would make 
the money he predicted they would. 

In 2010, Mr. Kniss officially started Iris Capital Management and began seeking 
investors for Sean Keys’ properties. The plan was to invest money in distressed real 
estate that had been purchased at the bottom of the market by Sean Keys, rehabilitate the 


Ex. E, FBI Interview—Shayne Kniss at 1. 

FBI interviews of investors J.W., M.R., and R.C. 
Ex. E at 2; Ex. F, FBI Interviews—Sean Keys at 2. 
Ex. F. at3. 
at 1,3. 
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properties, and then sell them for profit. The investors Mr. Kniss solicited were largely 
his prior clients. Some of them were his friends from church. Mr. Kniss wanted his 
investors to succeed and believed, reasonably, that they would. 

The investment plan—buying real estate low and selling it high—was a good one. 
Mr. Keys, Mr. Kniss, and others involved sincerely believed the venture would be 
profitable. As Mr. Kniss told the FBI, he believed real estate was a better investment than 
the stock market and “most of the properties purchased for the IRIS funds were 
purchased below or at replacement value and appeared to be good investments.”^' Kellen 
Huddleston, an Iris employee who ultimately convinced numerous investors to invest in 
Iris properties told the FBI, “because of the economic downturn, it seemed like a good 
time to move into real estate investments.”^^ The predictions Mr. Kniss made to his 
investors— that they would receive an 8% or 12% return on their investments—were not 
unrealistic. Sean Keys offered an 8-10% return to his investors.^^ In fact, Sean Keys told 
the FBI that he made available to Mr. Kniss the marketing materials he created predicting 
the profitability of the projects.^"' Mr. Kniss deferred to Sean Keys and his experience in 
real estate to make profitability predictions for his investors. 

In the offering circulars provided to investors, each investor was advised to 
consult their own accountant and attorney regarding the viability of the investments. 

Ex. G, Receiver’s Complaint dated May 31, 2016, Mult. Co. Case No. 17CV21162 at 6. 

Ex. E at 2. 

FBI interview of Kellen Huddleston, October 5, 2016 at 1. 

Ex. F at 6. 

Id. at 20. 
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EACH PROSPECTIVE INVESTOR SHOULD READ THIS ENTIRE CIRCULAR, BUT 
SHOULD NOT CONSIDER IT TO BE LEGAL OR TAX ADVICE, AND SHOULD 
CONSULT THE INVESTOR'S OWN ATTORNEY, ACCOUNTANT OR TAX ADVISOR 
CONCERNING THIS INVESTMENT. NO PERSONS OTHER THAN THE PARTNERSHIP'S 

55 

For the investors who took these warnings to heart and did their own due diligence before 


investing, they were advised the investment was a good one. For example, investor C.A. 
told the FBI that prior to investing in Fund II, he had an independent advisor review the 


investment and was told it “looked good.”^^ 

There was nothing nefarious about Mr. Kniss’ formation of Iris and the initial 
solicitation of investor funds. The investment plan was sound and Mr. Kniss, and others. 


sincerely believed Iris investors would make the money Mr. Kniss and his advisers 


predicted they would. 

c. Even with the relative safety of real estate investment, prospective 
investors were warned extensively about risk. 

Even with the investment proposal behind Iris being a solid one, investors were 
warned extensively about risk. For example, the Fund I Offering Circular contained the 
following warnings: 

There are significant restrictions on the transfer of the Units. The Units will not be traded 
publicly, and purchasers of the Units (“Limited Partners” or “Pailners”) cannot expect to be able 
to liquidate their investments. Accordingly, the purchase of the Units is suitable only for persons 
who have no need for liquidity with respect to this investment. (See “SUITABILITY 
STANDARDS AND RESTRICTIONS ON TRANSFERABILITY OF THE UNITS”) 

57 


Fund I Offering Circular at 3. 

FBI interview of C.A., June 21, 2016 at 1. 
Fund I Offering Circular at 3. 
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AN INVESTMENT IN THESE UNITS INVOLVES A SIGNIFICANT DEGREE OF 
RISK AND IS SUITABLE ONLY FOR THOSE PERSONS WHO HAVE SUBSTANTIAL 
FINANCIAL RESOURCES, WHO UNDERSTAND THE MERITS AND RISK OF THIS 
INVESTMENT, AND WHO CAN AFFORD THE LOSS OF THEIR ENTIRE INVESTMENT. 

In fact, each offering circular contained an entire section on risk, and warned 
investors about a myriad of risks, including a downturn in the real estate market, a risk 
that the properties were purchased at unfavorable prices and could not be resold for 
profit, delays and additional costs of construction, and a lack of investment 
diversification. There have been allegations made that investors were never informed of 
the risk involved in Iris investments.^^ This simply isn’t true. Even with the solid plan to 
invest in real estate purchased at the bottom of the market, investors were still warned 
extensively about risk. 

Certainly, there were a number of promises made in the offering circulars (such as 
the promise that funds would not be comingled) that became misleading when Mr. Kniss 
later deviated from them. However, the allegation Mr. Kniss did not advise investors of 
the risk associated with real estate investments, or that he guaranteed returns, is not 
accurate. 

d. Mr. Kniss did not target elderly investors. 

There has been the implication, if not an outright accusation, that Mr. Kniss 
targeted elderly or vulnerable investors. Not true. First, of the investors that came to Iris 


Fund I Offering Circular at 7. 

See generally. Receiver’s Letter, ECF #23 at 10. 
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because of Mr. Kniss'’®, most of them followed him from his prior employment at larger 
investment firms where they were assigned to him. The investors followed him to Iris, 
not because he targeted them, but because they liked the work he’d done for them. 

Second, it is not surprising that many Iris investors were in their 60’s or older. It 
generally takes wealth accumulated over decades to invest in stocks or investment 
properties. In 2015, the average age of a wealth management client was 62 years old.^' 
Mr. Kniss’ clients were not unusually old and were not targeted by Mr. Kniss because of 
their age. 

V. THE ATTORNEYS, ACCOUNTANTS AND THE PARTNER— STEERING 

SHAYNE KNISS INTO STORMY WATERS 

a. Mr. Kniss’ reliance on his attorneys and Sean Keys, and the deficient 
advice he was provided 

There can be no dispute that Mr. Kniss relied on, and was misled by his attorneys, 
accountants, and his business partner, Sean Keys. In a letter to the Court, the Receiver 
Amy Mitchell, asks the Court to indulge the fiction that the attorneys did not mislead Mr. 
Kniss or are somehow not culpable for the collapse of Iris.According to Ms. Mitchell, 


Mr. Kniss did not recruit all of the Iris investors. The defense has been provided with victim 
impact statements from eleven investors. Of those eleven investors, three of them relate that they 
were solicited to invest in Iris, not by Shayne Kniss, but by Iris employee Kellen Huddleston. 
Other investors who were interviewed by the Oregon Division of Finance and Corporate 
Securities (“DFCS”) also described Kellen Huddleston recruiting them into Iris and managing 
their accounts. Kellen Huddleston himself told the FBI his job at Iris was “handling assets under 
management” and recruiting investors. 

Wall Street Journal, March 10, 2015 https://www.wsj.coni/articles/younger-clients-seen- 
driving-business-growth-at-financial-advisory-firms-1425994559 
Receiver’s Letter, ECF #23 at 12. 
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because in the course of paying millions of dollars to settle allegations of wrongdoing 
against them, the attorneys negotiated for the privilege of asserting that the money they 
paid was not an indication of any culpability, the attorneys played no role in Iris’ collapse 
or Mr. Kniss’ actions.Ms. Mitchell’s sentiments are in direct contradiction to well- 
founded facts recited in a lengthy complaint filed on behalf of the Receiver.^'^ Moreover, 
the notion that the attorneys and other professionals did not play major role in leading 
Shayne Kniss down a troubling path is contradicted by indisputable evidence from 
emails. 

Make no mistake about it, Mr. Kniss’ attorneys, accountants, and Sean Keys 
provided Mr. Kniss with terrible advice which led directly to the conduct for which he 
now stands before the Court. 

Mr. Kniss, like all of us, has strengths and weaknesses. Relevant to the rise and 
fall of Iris, Mr. Kniss’ principle asset was his likeability. Mr. Kniss is humble, friendly. 


Id. 

See generally Ex. G (noting a litany of miseonduct doeumented through emails by the 
attorneys ineluding that Mr. Kniss eould not have operated Iris without the assistanee of his 
attorneys and aecountants, deseribing the attorneys as aiding Mr. Kniss in “reekless” behavior, 
noting that the attorneys drafted all of the offering and investment materials and advised Mr. 
Kniss regarding what diselosures needed to be made to investors, noting that attorneys at Dunn 
Carney advised Mr. Kniss that new investors wouldn’t want to know about a pending state 
investigation into Iris and ultimately omitting that faet from offering materials they wrote, noting 
that Duim Carney told Mr. Kniss they eould “play around” with the value of Fund II, noting that 
Bittner & Hahs was aware of Mr. Kniss’ intention to pay himself for forming eaeh fund but did 
not adequately make diselosures to investors, noting that Bittner & Hahs was aware that Mr. 
Kniss was seeking additional funding after Fund I had elosed, noting that Bittner & Hahs 
reviewed crippling loans taken out against Iris entities but never instructed Mr. Kniss to disclose 
the loans to investors, and noting that Duim Carney advised Mr. Kniss via email that it would be 
“fine” to cash out old investors with money from new investors). 

Page 19 SENTENCING MEMORANDUM 



Case 3:18-cr-00142-MO Document 24 Filed 02/20/19 Page 23 of 67 


and unassuming. As his ex-wife, Michelle Gabriel told a defense investigator, Mr. Kniss 
initially found success in the financial world because of his “relational skills.”^^ People 
gravitated towards him and trusted him. His affability allowed Mr. Kniss to achieve some 
measure of success raising money for Iris investments. 

However, Mr. Kniss’ knowledge of the complexities of real estate transactions, 
accounting, and the law as it relates to securities and financial matters has always been 
rudimentary. As recognized by the Receiver, Mr. Kniss’ understanding of the 
complexities of real estate investments was sorely lacking. Writing about Fund I, which 
was probably the simplest of the four real estate investments in Iris’s portfolio, the 
Receiver wrote that “Kniss did not fully understand the deal structure . .. and [the 
attorneys] therefore needed to explain even basic elements of the structure to Kniss.In 
regards to Fund IV, “Kniss readily admitted [] he had difficulty understanding the 
nuances of this complex transaction.”®^ Mr. Kniss wrote to his attorneys at Dunn Camey 
Allen Higgins & and Tongue (Dunn Camey) that “[i]t sometimes takes me a while to 
wrap my head around all the details. Sometimes it feels like I need to be an attorney, 
accountant, and a financial adviser to operate one of these funds.”®^ Ms. Kniss’ attorneys 
assured Mr. Kniss that he was in good hands, and that they were “happy to be your 
advisors and happy to help out as you need.”®^ 

®® Ex. C at 1-2. 

®® Ex. G at 8. 

®^ Id. at 26. 

®* Ex. H, Shayne Kniss Emails at 1. 

Id. 
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Mr. Kniss’ friends also noticed he was not equipped to handle the complexities of 
the financial world. Mr. Kniss’ friend, Mike Self, believes Mr. Kniss got in over his head, 
and did not have the skill set necessary to navigate his way out of his financial 
problems.^® The Receiver also believes that Mr. Kniss “got in over his head” and notes 
the particular harm that was caused by Mr. Kniss’ complete inability to properly set up an 
accounting system for the complex real estate transactions.^^ 

There were three primary sets of attorneys who advised Mr. Kniss regarding the 
formation and management of Iris. Mr. Kniss began in 2010 with attorneys from Bittner 
& Hahs, then relied on the advice of attorneys from Dunn Carney, and finally was grossly 
misled by an attorney named Nick Slinde of Slinde, Nelson & Stanford. Mr. Kniss relied 
on his attorneys’ advice extensively. 

Among other functions, for Funds I and II Bittner and Hahs prepared^^: 

• The Articles of Organization of Iris Capital Management Group, LLC; 

• The Operating Agreement for Iris Capital Management Group, LLC; 

• The Articles of Organization for Iris Private Capital, LLC; 

• The Operating Agreement for Iris Private Capital, LLC; 

• The Limited Partnership Agreement for Iris Capital Fund I, Limited 
Partnership; 

• The Articles of Organization for Iris Capital Fund I GP, LLC; 

Ex. D at 2. 

Receiver’s Letter, ECF #23 at 11. 

Ex. G at 8-9. 
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• 

The Operating Agreement for Iris Capital Fund I GP, LLC; 

• 

• 

• 

The Operating Agreement for NB Springwood Village, LLC; 

The Limited Partnership Agreement of Iris Private Capital Fund II, Limited 
Partnership; 

The Articles of Organization for IPC Villages GP, LLC; 

• 

The Operating Agreement for IPC Villages, GP LLC; 

• 

The Articles of Organization for NB the Village at Gresham, LLC. 

• 

The offering circular for Fund I; and 

• 

The offering circular for Fund IT 


Bittner & Hahs also, “provided Iris [Mr. Kniss] with advice about what disclosures were 
necessary to comply with the law.”^^ 

In 2012 Dunn Carney began representing and advising Mr. Kniss. Like Bittner & 
Hahs before them, Dunn Carney was involved in all aspect of Iris’s legal formation and 
compliance. Among other things Dunn Carney: 


• 

Reviewed the offering documents for Funds I and II; 

• 

Set up Fund IV entities; 

• 

Structured the transfer of Fund II investors into Fund IV and advised Mr. 
Kniss, “[w]ith this structure, we can still play around with the value of 

Fund IPs ownership interest” in the Fund II property; 

• 

Advised Mr. Kniss it was okay to “have funds from new investors cash out 
old investors”; 


Id. at 37. 

Id. at 37-39 
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• Signed off on using two offering eireulars for Fund IV in whieh new Fund 
IV investors were not told of the transition from Fund II to Fund IV; 

• Prepared the offering materials for Fund IV; 

• Prepared the Limited Partnership agreement for Iris Private Capital Fund 
IV, LP and the Artieles of Organization and Operating Agreement for IPC 
IV, GP, LLC; 

• Advised Mr. Kniss that “may” need to disclose to investors in Fund IV 
offering materials that the State of Oregon had launched an investigation 
into Iris, and then never included that disclosure in the offering circulars 
they drafted; and 

• Advised Mr. Kniss regarding a $3.65 million dollar loan for Fund II which 
was secured by the entire value of the Fund II property. 

In summary, Mr. Kniss relied extensively on the advice of his attorneys in forming 
the Iris funds, marketing the Iris funds to investors, and managing the Iris funds. There 
was very little Shayne Kniss did that was not reviewed by and approved of by his 
attorneys. 

Even beyond his attorneys, Mr. Kniss relied on the advice of other professionals 
during the rise and fall of Iris. While Mr. Kniss solicited investor money for the Iris 
properties, the man who actually managed the Iris properties, and advised Mr. Kniss 
regarding the sale and purchase of Iris properties was Sean Keys. Shayne Kniss trusted 
and relied on Sean Keys. Although, Mr. Kniss technically had a 51% ownership interest 
in the funds, and a voting advantage on any decisions related to the properties, “[t]his 
never became an issue because Kniss always deferred to Keys’ recommendations” on 
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how to manage the properties'^ “Keys viewed Kniss as a passive participant in the 
real estate deals that Keys was putting together. Kniss’ only function was to bring in 
the money to purchase the assets for each transaction.”^^ In a very real sense, it was 
Sean Keys, not Mr. Kniss, who managed the investments in Iris’ portfolio. 

Mr. Kniss also relied extensively on the advice of his accountants at Delap, LLC. 
Very little that occurred at Iris that was not reviewed by accountants at Delap. Like the 
attorneys who advised Mr. Kniss, Delap also paid its way out of this case with a 
multimillion dollar settlement with the Receiver.^^ 

Mr. Kniss’ extreme reliance on professionals might have worked out for himself 
and Iris investors. Unfortunately, the professionals who Mr. Kniss relied on to start Iris— 
his attorneys at Bittner & Hahs— suffered from the same lack of knowledge Mr. Kniss 
did, though they did not communicate that to Mr. Kniss. The Receiver concluded that 
“[njotably, Bittner & Habs, and, in particular, Evans (an associate who prepared the 
offering circular with little supervision), had little or no experience preparing securities 
offering circulars (or similar private placement memoranda).Other trusted advisers 
were more sinister than the hapless Mr. Evans. Sean Keys used the Iris properties to 
secure loans in order to pay down personal debts unrelated to Iris, ultimately diverting 

Ex. F at 4. 

Id. at 9. 

Order Approving Settlements and Issuing a Claims Bar, Mult. Co. Case No. 15-CV-30269, 
July 25, 2017. The settlements in this case remain confidential, however, by reading court 
records in context, it appears that Delap is one of the settling parties referenced in the July 25, 
2017 order. 

Ex. G at 8. 
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over $500,000 away from Iris. Nick Slinde took an ownership interest in a marijuana 
business in exchange for legal services to Iris, and then encouraged Mr. Kniss to enter 
into an agreement in which money diverted from Iris by Sean Keys was used to enhance 
the value of that same marijuana business in which Nick Slinde had an ownership 
interest. 

It is not an accident that the attorneys and professionals in this case paid millions 
of dollars to the Receiver to settle claims against them. They misled Shayne Kniss and 
enabled an inexperienced and debilitated man to bumble his way into fraud. 

The settlements entered into with the Receiver by the attorneys in this case are 
confidential. However, on May 30, 2018, a settlement against “settling parties C and D” 
was approved in Multnomah County Circuit Court.^^ By reading other court documents, 
it appears that parties “C and D” are Bittner & Hahs and Dunn Carney. Together they 
paid $1,320,000 to settle civil claims against them for the advice they provided to Shayne 
Kniss.^° 

b. Mr. Kniss did not treat investor funds “like his personal ATM,” but 
sincerely believed, based on advice he received from his attorneys and 
Sean Keys, that he was entitled to the money he spent. 

On May 8, 2018, following Mr. Kniss’ plea of guilty in this case, the United States 
Attorney’s Office issued a press release with the garish statement that Mr. Kniss used 


Ex. I, Order Approving Law Firm Settlements and Issuing a Claim Bar, Mult. Co. Case No. 
15-CV-30269. 

Id. at 4. 
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investors “like his personal ATM.”^' While it is true Mr. Kniss spent money from Iris 
aeeounts on personal expenses, he did so because he sincerely believed, based on advice 
received from his attorneys and Sean Keys, that he was entitled to the money he spent. 
Indeed, Mr. Kniss did not try to hide the money he spent. He used an Iris account to 
directly pay for everything from groceries to clothing to medical expenses. There is a 
reason Mr. Kniss spent money so obviously from Iris accounts—he believed he was 
entitled to the money. 

When Mr. Kniss worked at VergePointe prior to the formation or Iris, he was 
involved in a real estate investment project known as “Stonebrook,” an approximately $1 
million project. VergePointe charged a $100,000 formation fee for the creation of the 
Stonebrook investment fund. When Mr. Kniss decided to form Iris, he used the 
Stonebrook investment as a model. Mr. Kniss initially met with attorneys Brandon 
Bittner and Terry Bittner. They told him they didn’t have experience setting up real estate 
investment funds, but they had a “bright” young associate named Jeff Evans who was up 
to the task. As noted by the Receiver, Jeff Evans “had little or no experience preparing 
securities offering circulars.Mr. Kniss told Mr. Evans about the structure of the 
Stonebrook project, including the formation fee, and Mr. Evans went to work creating 
offering circulars and investment materials. 


Available at https://www.justice.gov/usao-or/pr/fonner-lake-oswego-financial-advisor-pleads- 
guilty-defrauding-investors 
Ex. G at 8. 
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The documents Mr. Evans created had within them a provision regarding “closing 
costs.” The language in each document, and even within each document, differed, but the 
idea was that there would be expenses involved with the formation of each fund which 
would be paid for with investor money. For example, the Fund I offering circular stated 
that of the $650,000 of investor money that was raised, up to $150,000 would be taken to 
cover the “costs of the offering.”^^ At another point, the Fund I offering circular told 
investors that their money would be used to purchase the properties, and that up to 
$150,000 would be used to cover “expenses of the Offering.”^'* The Fund II offering 
circular had provisions estimating that $175,000 of the $3.5 million dollars raised would 
go to “closing costs and expenses.”*^ Fund Ill’s offering circular stated that up to $75,000 
of the $875,000 received from investors would go to “closing, legal, and formation 
fees.”^® Finally, Fund IV’s offering circular stated that up to $400,000 received from 
investors would be used to cover the “costs of the offering” or the “expenses of the 
Offering.”^^ 

To be fair, the offering circulars also contained statements which suggested that 
Mr. Kniss would receive no compensation for the formation of the Iris funds. For 
example, while Fund I allowed Mr. Kniss to collect up to $150,000 to cover the “costs” 
and “expenses” of the offering, it also told investors that Mr. Kniss would only collect 

Fund I Offering Circular at 2. 
at 14. 

Fund II Offering Circular at 2. 

Fund III Offering Circular at 2. 

Fund IV Offering Circular at 2, 14. 
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“[ajctual out-of-pocket organizational and offering expenses.”^* Other offering eirculars 
eontained similar language suggesting Mr. Kniss would not reeeive a fee for the fund’s 
formation, but would only be eompensated for aetual expenses. 

Mr. Kniss did not create the confusing and often contradictory language. His 
attorneys did. Additionally, Mr. Kniss’ attorneys were explicitly aware that he planned to 
take eompensation for the formation of the funds, yet did nothing to warn him that might 
be illegal or to elearly state in the investment materials that Mr. Kniss would be 
compensated. On September 14, 2010, Attorney Jeff Evans sent an email to Mr. Kniss. 
Mr. Evans’ email began: 

I am fairly close to having the Offering Memo, Subscription Documents, and Limited Partnership 
Agreement ready for your review. In an effort to make everything as complete as possible prior 
to sending the documents out for review, I am hoping you can fill in a few' of the remaining 
blanks. Some of the blanks (for instance, your new address and phone number) we won't know, 
but hopefuUy you can help me with the following: 

The email continued with a series of questions about Iris Fund I. The fifth question, and 
Mr. Kniss’ response, were: 

5) Do you get any commission on the initial sale of the units? I don't get paid a commision (I 
don't think this is legal without a broker dealer association, but the $100k is 
a managemenVadministrative fee paid by the fund, for the time and expenses related to 
the fund formation). 

A reasonably competent attorney, in response to Mr. Kniss’ answer, would have crafted 
investment materials that explained that Mr. Kniss was going to be compensated for the 
formation of the investment fund. That never happened. 


Fund I Offering Circular at 15. 
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Beyond telling Mr. Evans about compensation he would receive as a result of 
forming each fund in an email, Mr. Kniss orally told Mr. Evans and his attorneys at Dunn 
Carney that he was being compensated for the formation of each fund. 

In addition to his attorneys, Mr. Kniss relied on the advice of Sean Keys in 
deciding he could take formation fees as part of his work for Iris. As Sean Keys told the 
FBI, he paid himself $150,000 as a “management” or “closing” fee from Fund II.*^ 
Presumably, Mr. Keys paid himself the same fee from the other Iris properties he 
managed, though he never explicitly discussed those fees with the FBI. Sean Keys also 
described the payments made to Mr. Kniss as compensation “for his fund raising 
efforts.Finally, Mr. Kniss also told his accountants at Delap LLP about the 
compensation he expected to take when he formed each fund. Delap never told him not to 
take the formation fees. 

To be clear, Mr. Kniss is not contending that he was entitled to the fees he took as 
each Iris fund was formed. Mr. Kniss agrees that a fair reading of the investment 
documents for each fund would have led investors to believe he was only entitled to 
actual out-of-pocket expenses. Nonetheless, at the time Mr. Kniss took the money, based 
on the advice of his attorneys and Sean Keys, he sincerely believed he could legitimately 
compensate himself for the formation of each fund. 


Ex. F at 22. 
Id. at 5. 
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Mr. Kniss’ sincere, but mistaken, belief that he was entitled to compensation for 
forming each fund explains much of his behavior during his management of Iris. Mr. 
Kniss did spend $254,000 of Iris funds to pay for his credit eard expenses^’ because he 
believed he was owed far more than $254,000 in formation fees. He did not hide the 
money in a secret bank account or otherwise obscure what he was spending the money 
on. He spent the money openly and obviously on the expenses of his life over four 
years—car payments, medical bills, groceries—because of his sineere, but mistaken, 
belief that he was entitled to the money. In other words, to say Mr. Kniss “simply 
embezzled funds that should have been returned to investors”®^ is not the entire story. 
Rather, Mr. Kniss openly and obviously spent investor money because he believed, 
mistakenly, that he was entitled to that money as part of his eompensation for creating 
each fund. 

A clear example of how Mr. Kniss came to believe he was entitled to formation 
fees—and then took them with his attorneys’ approval—is provided in the Reeeiver’s 
letter to the Court. Investor funds for Fund I were deposited in a trust account established 
by Bittner & Hahs.^^ Mr. Kniss had already explicitly told his attorneys at Bittner & Hahs 
that he intended to pay himself $100,000 for the formation of Fund I.^"* Bittner & Hahs 
then wired $77,000 of investor funds to the Iris Fund I, Limited Partnership account at 


PSRatllS. 

Id. at]116. 

Receiver’s Letter, ECF #23 at 7. 
Ex. Gat 13. 
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Wells Fargo.^^ Of those funds, $25,000 was wired to Bittner & Hahs to pay legal fees.^^ 
Fifty thousand dollars was then transferred to the Iris Capital Fund I, GP aeeount.^^ Mr. 
Kniss was the sole member of Iris’ GP aeeount. 

In summary, Bittner & Hahs: 

1. Was explicitly told Mr. Kniss intended to pay himself $ 100,000 from Fund 

I; 

2. Created the offering circular which failed to clearly disclose Mr. Kniss’ 
compensation to investors; 

3. Paid themselves with money raised from investors; and 

4. Was aware of transfers being made to Mr. Kniss through his Wells Fargo 
accounts because they had access to the same accounts. 

If Mr. Kniss did not sincerely believe, based on the approval of his attorneys, that 
he was entitled to the money he took from the “formation fees” he would not have drawn 
the money from accounts that were overseen by his attorneys. 

Mr. Kniss’ belief that he was due compensation for the formation of the four Iris 
funds also explains, at least in part, another aspect of his behavior in this case. At times, 
Mr. Kniss “comingled” money between funds. In addition, it is alleged that Mr. Kniss 
used money from new investors to pay out old investors.^* It is true that Mr. Kniss 
comingled money between funds, and as stated in his plea petition, Mr. Kniss agrees that 


Receiver’s Letter, ECF #23 at 7. 

^^Id. 

Id 

As noted, Mr. Kniss’ attorneys at Dunn Camey explicitly told him it was okay to “have funds 
from new investors cash out old [Fund II] investors.” Ex. G at 37. 
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the comingling of funds without alerting investors was a material omission because, “hy 
comingling money between funds ... if one fund failed, all the funds could be liable for 
the failure.However, it is not as simple as Mr. Kniss paying clients from one fund 
“using investor proceeds from another fund.”^*^® Rather, it was Mr. Kniss’ mistaken 
belief—reinforced by his attorneys— that he was owed substantial sums of money for the 
formation of the Iris funds that typically caused him to use money from one fund to pay 
an investor in another fund. 

During his interview with the FBI, Mr. Kniss was shown a diagram purporting to 
show that money from an investor in Fund III was used to pay an investor who wanted to 
cash out their investment in Fund II. Mr. Kniss attempted to explain that the use of the 
money from Fund III to pay out an investor in Fund II was a permissible loan between 
the two funds.What Mr. Kniss believed was the following: 

1. In setting up Fund III, Mr. Kniss believed he was owed $75,000 in “formation 
fees.”'**^ 

2. Because Mr. Kniss wanted the investment to be successful, and because the 
investments were undercapitalized and cash strapped, Mr. Kniss did not take 
the $75,000 formation fee up front. Thus, in Mr. Kniss’ mind. Fund III was 
indebted to Mr. Kniss in the amount of $75,000. 

3. Mr. Kniss believed he could take a portion of the $75,000 he believed he was 
owed, and spend it to pay out an investor in a prior fund, believing that if he 
did so, the hinds would be a success and he could recoup his money when the 
funds closed and the profits were distributed. 


ECF#11 at 8. 

PSRatt22. 

^0’ Ex. E at 4. 

Fund III Offering Circular at 2. 
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Mr. Kniss’ thinking was not sound. And, as noted above, a fair reading of the 
offering materials in each fund would have led an investor to believe Mr. Kniss was not 
entitled to “formation fees.” However, Mr. Kniss sincerely believed he was entitled to the 
fees, and just as that sincere belief explains his open and obvious use of Iris funds to pay 
for life expenses, it also explains why he believed that in transferring money from one 
fund to another, he was simply “loaning” money he was owed from one fund to another 
fund with the intention of collecting on the loan when the funds closed. 

In a fraud case requiring proof of intent, a defendant may raise as a defense that, 
on the basis of advice of counsel, the defendant lacked the requisite intent to violate the 
law. United States v. Polytarides, 584 F.2d 1350, 1353 (4th Cir. 1978). The advice 
rendered to Mr. Kniss by his attorneys, and his reliance on the advice, form an almost 
complete reliance on counsel defense. Ultimately, Mr. Kniss decided he’d made enough 
bad decisions that he wanted to accept responsibility for his actions. Nonetheless, his 
reliance on counsel distinguishes him from other white collar defendants, and is a reason 
for the court to impose a sentence lower than the government’s recommendation of 41 
months incarceration. 

VI. THE DEMISE OF IRIS CAPITAL- MUNDANE BUSINESS PROBLEMS, 
MENTAL HEALTH, ADDICTION, AND MR. KNISS’ MISGUIDED 
EFFORTS TO RECOUP INVESTOR FUNDS DIVERTED BY SEAN KEYS 

While Iris failed for a myriad of reasons, three of the biggest reasons for Iris’ 

collapse were: (1) Mundane business problems unrelated to fraud, (2) Mr. Kniss’ mental 

health and addiction problems, and (3) Mr. Kniss’ misguided efforts to recoup money 
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that was diverted from Iris investors when Sean Keys encumbered Iris properties with a 
loan for his own personal finances that Mr. Kniss did not agree to. Additionally, it bears 
mentioning that while Iris ultimately failed, investors did not suffer a complete loss of 
their money. As of October 22, 2018, $3.9 million has been distributed back to investors 
as a result of the Receiver’s efforts to recoup investor funds.This represents a recovery 
of 77.76% of investor principle, with another distribution expected in 2019. 
a. Undercapitalized and underperforming 
Much of the loss of investor funds was due not to fraud, but to the real estate 
projects being undercapitalized and simply not performing as expected. As Sean Keys 
told the FBI, all proceeds from the initial sale of Fund I properties went to pay lenders. 

In regards to rental income from the properties, Sean Keys explained that all rental 
income—not just from Fund I, but from Funds II-IV as well—went to pay “expenses 
related to the properties” such as “debts, taxes, and construction costs.”^°® At times, there 
simply was no cash generated from the properties because they were not rented to 
capacity.^®^ As Mr. Kniss told the FBI, Funds I and II were not profitable for a host of 
mundane reasons, including that cash generated from rentals was used to maintain the 
properties and pay debts, and changes in lending rules which hampered the sale of 


Ex. J Receiver’s Report October 22, 2018 at 2. 
Id .; Receiver’s Letter, ECF #23 at 9. 

'05 Ex. F at 4. 

*00 Id at 5. 
at 10. 
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properties.As Sean Keys explained, he eould not recall any payments being made to 
Iris investors because “the revenue generated by the properties was used to make 
improvements to the properties and more work was performed than originally 
anticipated. 

From the outset, “the Iris investment scheme was plagued by a lack of financial 
controls and chronic undercapitalization[.]” The undercapitalization forced Mr. 

Kniss—with guidance from Sean Keys and with the knowledge of his attorneys—to seek 
additional debt financing that would later cripple the marketability of the properties. The 
loans, which were primarily set up by Sean Keys through a lender/friend of his named 
Howard Aaronson, were not favorable to Iris. For example, as noted by the Receiver, a 
loan taken to secure additional funding for Fund II carried with it an exorbitant 16% 
interest rate “at a time when bank rates were near all-time lows.”'*^ 

To be sure, some of the loans entered into by Mr. Kniss and Mr. Keys in their 
efforts to obtain more funding for Iris properties were fraudulent, in that the loans would 
use one fund’s property as collateral to secure funding that was not always spent on the 
property which was used as collateral. Yet, even these baffling loans were reviewed by 
and approved of by Mr. Kniss’ attorneys. For example, attorneys at Dunn Carney advised 
Mr. Kniss regarding a crippling $3.65 million loan from Howard Aaronson which used 


Ex. Eat 1,2. 
Ex. Fat 10. 
Ex. G at 2. 
"'M at 19. 
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the Fund II property as collateral, but whose funding was not used exclusively for the 
benefit of Fund II. In fact, a portion of the loan proceeds went to Sean Keys, and Dunn 
Carney was representing both Sean Keys and Iris at the time they advised Mr. Kniss to 
agree to the loan.^'^ 

The undercapitalization problems, which were compounded by bad loans, were 
made still worse by the exorbitant legal fees attorneys charged for their incompetent legal 
advice regarding Iris funds. For example, on September 30, 2013, Dunn Carney sent Mr. 
Kniss a bill for $103,590.77 in legal fees, noting that Mr. Kniss had previously made a 
payment of $12,000 to Dunn Carney. 

In summary, while part of Iris’ failure was due to fraud in the broadest sense of the 
term, much of Iris’ demise was due to unexpected construction and maintenance costs, 
underperforming rental properties, and undercapitalization. 

b. Mr. Kniss’ severe mental health and addiction problems 

Not only was Mr. Kniss unprepared experientially for the intricacies of forming 
and managing complex real estate investments, Mr. Kniss’ persistent mental health issues 
and severe alcoholism contributed substantially to his inability to properly manage funds, 
his overreliance on bad advice, and his tendency to make decisions he believed would 


Id. at 24. 

Ex. H at 11 (Letter from Dunn Carney agreeing to represent Iris, noting “this office represents 
Sean Keys,” and asking Mr. Kn iss to sign a conflict waiver). 

Bill sent to Shayne Kniss from Dunn Carney in email dated October 11, 2013. 
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ultimately benefit his investors in order to avoid the pain of admitting that he was in over 
his head and Iris was doomed to fail. 

There have been suggestions that Mr. Kniss was enjoying himself as the Iris funds 
failed and he began deviating from promises made to his investors. Nothing could be 
further from the truth. Mr. Kniss was extraordinarily distraught over his inability to make 
his investors whole. So much so that he contemplated suieide. 

As early as 2010, Mr. Kniss began seeing a doctor to address his inability to 
handle stress and his alcohol addiction. On January 12, 2010, he saw his doetor and told 
him he’d been drinking for the “past three years to help cope with the stress of his 
fmaneial and professional problems.””^ By 2014, Mr. Kniss’ stress levels and depression 
had reached the point that he was contemplating suicide. On Deeember 4, 2014, Mr. 

Kniss emailed his doctor”® and told him that for the first time, “I feel like giving up a 
bit.””^ 

Mr. Kniss’ distress and dysfunction only increased. A medical note from March 2, 
2015, indicated Mr. Kniss was being treated for insomnia, anxiety, marital stress, work- 
related stress and alcohol dependence.”* Mr. Kniss reported he was “under severe work 
stress.””^ He stated that he feared his business would collapse and rated his stress level at 


”^Ex. K, Shayne Kniss Medical Records at 1. 

”® Shayne Kniss’ doctor, KK, was an Iris investor. 

Ex. Hat 12. 

”*Ex. Kat4-10. 
at 10. 
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a 9.5 out of 10.*^° His stress was bad enough that he was experiencing nausea, chest 
pounding, insomnia, vomiting, and chest tightness.'^’ Among other things, Mr. Kniss was 
prescribed Antabuse for his alcoholism during his medical treatment. 

On March 10, 2015, Mr. Kniss emailed his doctor to let him know that he was 
“not good” and that “[sjomething in my brain got tweaked last week and I’ve had a tough 
time getting out of bed.”'^^ On March 12, 2015, Mr. Kniss emailed his doctor and told 
him “I drink too much” and disclosed that he’d been using Adderall for a year after he 
became “overwhelmed with my workload and a couple of investors/friends offered it to 
me.”*^"^ Mr. Kniss also disclosed to his doctor that he’d been having twelve drinks a 
day.’^^ Mr. Kniss asked for help, and acknowledged that he didn’t expect his doctor to 
continue to be one of his investors.Given his depression, Mr. Kniss asked his doctor 
“[h]ow should I go about my day(s)?”'^^ Mr. Kniss asked whether “I should force myself 
to be productive” and said, “[t]o be honest I just want to stay in bed.”^^^ On March 17, 
2015, Mr. Kniss told his doctor: “My body is telling me I can’t handle this anymore. I 
need to detox very soon. I’m afraid to drink, but afraid not to.”’^^ 


‘20 m 
'2‘ Id. 

‘22 Id. at 8. 

‘22 Ex. H at 14. 
‘2'‘ Id. at 17. 

‘22 m at 18. 

‘20 m at 17. 

Id. at 19. 
^^^Id. 

^^'^Id. at 20. 


Page 38 SENTENCING MEMORANDUM 



Case 3:18-cr-00142-MO Document 24 Filed 02/20/19 Page 42 of 67 


On April 26, 2015, Mr. Kniss wrote in an email to his doctor, his accountant, and 
church colleagues, including his friend. Pastor Mike Self, that, “my life is kind of in 
shambles right now, once again.”’^° Mr. Kniss wrote that he’d experienced “3 or more 
what I would describe as nervous breakdowns each lasting 2-3 days where I have 
struggled to function and have been overcome with anxiety.”’^’ Mr. Kniss confided that 
“I would rather die than have my life continue in this way or in the way it has been.”'^^ 
Mr. Kniss wrote, “I think up until this point in my life I have had a problem always 
wanted [sic] someone else to help me solve my issues.”^^^ Mr. Kniss then asked if any of 
the recipients of the email would be willing to talk to him about resolving his issues.'^"* 
Mike Self recalls Mr. Kniss reaching out for help and that it “appeared that Shayne was 
broken.” “Alcohol got the best of him.”^^^ 

Throughout 2015 and 2016 Mr. Kniss continued to struggle with his mental health 
and alcoholism. Mr. Kniss was diagnosed with or treated for alcohol dependence, 
insomnia, acute reactions to stress, attention deficit disorder, anxiety, and depression. 

As Mr. Kniss told Dr. Allison Paganelli, although he has never tried to kill himself, he 
contemplated suicide from 2015 through the present. 
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Id. at 21. 
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Ex. D at 2. 
Id. 


See generally. Ex. A, Report from Dr. Paganelli at 12-13. 
Id. at 10. 
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Perhaps the best indicator of just how badly Mr. Kniss was doing comes from a 
test his doctor asked him to take on March 10, 2015.’^^ The test is an 18-question 
“Depression Test” created by “Pysch Central Researchers” designed to assess an 
individual’s need for treatment for depression.The test asks a person to rate the truth 
of a statement about their mental health on a scale which begins at “Not at all” and ends 
at “Very much.”^"^^ The questions include statements like “My future seems hopeless,” 
“The pleasure and joy has gone out of my life,” “It takes great effort for me to do simple 
things,” “I feel lifeless- more dead than alive,” and “I spend time thinking about HOWl 
might kill myself.”*"^^ The test then provides the individual with a score, ranging from 0-9 
(indicating no depression) to 54 or more (indicating severe depression).Mr. Kniss took 
the test and scored a 68.^'^'^ 

To get an idea of just how depressed and debilitated a person must be to score a 68 
on the test, a person who affirmed that they “very much” thought their future was 
hopeless, felt their life was joyless, that it took great effort to do simple things, that they 
felt more dead than alive, and that they spent their time thinking about how to kill 
themselves, and answered “moderately” to the remaining questions, would still only 
score a 64. Mr. Kniss’ depression was severe and debilitating. It kept him from getting 
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out of bed on many days and made it impossible for him to manage the complexities of 
the Iris funds. 

In January 2016, Mr. Kniss checked himself into treatment at The Meadows in 
Arizona. He noted consequences of his alcohol abuse to include strained relationships, a 
decrease in his mental sharpness, inability to be productive at work, depression, anxiety, 
and suicidal thoughts.Mr. Kniss reported feeling “sad, empty, worthless, hopeless, 
with low self-esteem, and indecisiveness.”''^^ When depressed, Mr. Kniss reported 
isolating, staying in bed, and avoiding contact with anyone. 

Mr. Kniss’ mental health and addiction problems are important for two reasons. 
First, they demonstrate that Mr. Kniss was not gleefully taking investor money. Rather, 
he was in a state of extreme stress and misery as his life and business fell apart. Second, 
Mr. Kniss’ mental health and addiction issues, in part, explain why Iris failed so 
spectacularly. 

c. Mr. Kniss’ diagnoses of Borderline Personality Disorder and Dependent 
Personality Disorder 

On October 10, 2018, Mr. Kniss was evaluated by board certified forensic 
psychologist Allison Pagenelli. Mr. Kniss described his childhood and history of mental 
health and addiction problems. Mr. Kniss took a number of psychological tests, including 
the Minnesota Multiphasic Personality Inventory (MMPI) and the Personality 


Ex. B, The Meadows Initial Psychiatric Evaluation at 3. 
14^ Id. at 4. 
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Assessment Inventory (PAI).^"^^ Dr. Paganelli indieated that “Mr. Kniss far exeeeds the 
diagnostic criteria for . . . Alcohol Use Disorder, Severe.”*'*^ Dr. Paganelli noted that 
“what has been missing from Mr. Kniss’ diagnostic conceptualization from past treating 
professionals is consideration of a Personality Disorder. 

According to the DSM-V, a “personality disorder” is “an enduring pattern of inner 
experience and behavior that deviates markedly from the expectations of the individual’s 
culture, is pervasive and inflexible, has an onset in adolescence or early adulthood, is 
stable over time, and leads to distress or impairment.”^^^ Dr. Paganelli diagnosed Mr. 
Kniss with both Dependent Personality Disorder and Borderline Personality Disorder 

(BPD).'52 

While many mental illnesses are stigmatized, “[ejvidence suggests that personality 
disorders might be even more stigmatized than other psychiatric diagnoses[.]”^^^ There is 
a widespread “erroneous perception that individuals with BPD can control their behavior, 
whereas other disorders are perceived as biochemically determined.”'^"^ In reality, 
personality disorders, like any other mental illness, are not the patient’s choice or fault. In 
fact, “[cjurrent brain imaging studies provide evidence that personality disorders have 


Ex. A at 1. 

Id. at 20. 

Id at 20. 

15^ Diagnostic and Statistical Manual of Mental Disorders, 5th ed. (2013) at 645. 

15^ Ex. A at 21. 

15^ Sheehan, Lindsay, et al. The Stigma of Personality Disorders, Curr Psyehiatry Rep (2016) 18: 
11 at 3. 

154 Avriam, Ron, et al. Borderline Personality Disorder, Stigma, and Treatment Implications, 
Harv Rev Psyehiatry September/October 2006 249, 255. 
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visible neurobiological differences and challenge widespread ideas that personality 
disorders are merely a character flaw or the intentional actions of a person.”'^^ Despite 
evidence that individuals who suffer from personality disorders actually have differently 
structured hrains, the stigma regarding personality disorders, and Borderline Personality 
Disorder in particular, is so strong that it has found its way into the world of psychiatry, 
where a lack of funding and interest in Borderline Personality Disorder results in missed 
diagnoses and insufficient treatment. In summary, Mr. Kniss’ personality disorders are 
not a reflection of his character. They are serious and debilitating mental illnesses which 
research suggests are neurologically determined just like other, less stigmatized, mental 
disorders. 

Mr. Kniss’ personality disorders are important because they help explain his 
conduct in this case. A person who suffers from Borderline Personality Disorder 
“engages in frantic efforts to avoid real or imagined abandonment.” In the opinion of 
Dr. Paganelli, Mr. Kniss’ extreme fear of abandonment and rejection led to Mr. Kniss 
hiding his problems from others, including from his investors.One can see Mr. Kniss’ 
personality disorders playing out in the emails he wrote to his friends and advisers. On 
March 10, 2015, Mr. Kniss sent an email to his doctor which captures the quintessential 
essence of Shayne Kniss’ problems. In the email, Mr. Kniss disclosed that he was 


Sheehan, supra at 5. 
Id. at 4. 

Ex. A at 21. 

Id. at 23. 
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severely distressed (he’d scored a 68 on the depression test), that “I don’t seem to process 
stress like others do,” but stated that he didn’t want to “sound any alarms.”'^^ This was a 
pattern in Mr. Kniss’ emails—severe problems handling stress (lack of sleep, severe 
anxiety), debilitating depression, and rampant alcohol abuse coupled with the fear that if 
his problems were made known, he would face rejection and abandonment. 

A person with Dependent Personality Disorder “is characterized by a pervasive 
and excessive need to be taken care of that leads to submissive and clinging behavior and 
fears of separation.A person with Dependent Personality Disorder “has difficulty 
making everyday decisions without an excessive amount of advice and reassurance from 
others[.]”'®^ In Dr. Paganelli’s opinion this led Mr. Kniss, who “did not have an 
educational background to be handling these types of investments,” to “blindly trust[] 
lawyers and others to assume the responsibility.”^^^ 

Overall, Mr. Kniss’ alcohol addiction, his inability to manage stress at work and 
home, and his Dependent and Borderline Personality Disorders, “all played a detrimental 
role in Mr. Kniss accruing charges within the legal system.”'^^ When Mr. Kniss’ ex-wife, 
Michelle Gabriel, was asked what her most persistent memory regarding Mr. Kniss and 
Iris was, she stated without hesitation, “drinking.Ms. Gabriel also saw many of the 


Ex. Hat 16. 
Ex. A at 21 
Id. 

Id. at 23. 
^^^Id. 

Ex. C at 3. 
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same problems that Dr. Paganelli saw. Ms. Gabriel described Mr. Kniss as a “people 
pleaser” who feared disappointing his investors, wife, and children. Ms. Gabriel 
believes that none of Mr. Kniss’ actions were “malicious or out of greed. Rather, he was 
afraid of having hard conversations with Sean Keys, Nick Slinde, and Nitin Khana.”*^^ 
Consistent with Dr. Paganelli’s opinions, Ms. Gabriel noticed that Mr. Kniss was 
incapable of handling stress and would react to stress by drinking or becoming 
disengaged.When faced with stress “[h]e shuts off and runs away.”^^^ 

In summary, Mr. Kniss was not a highly functioning business man greedily 
stealing investor money. Rather, he was a severely depressed and alcoholic man with 
personality disorders that combined to make him uniquely susceptible to the incompetent 
and, at times fraudulent, decisions he made as he attempted to manage complex real 
estate investments he was incapable of successfully managing. “Where a defendant's 
crime is attributable to . . . emotional or mental problems the defendant is less culpable 
than one without the excuse.” California v. Brown, 479 U.S. 538, 545 (1987) (O'Connor, 
J., concurring). Mr. Kniss’ addiction and mental health problems are a reason the Court 
should impose a sentence far lower than the government’s recommended sentence of 41 
months incarceration. 


Id. 

Id 
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d. Mr. Kniss’ reaction to Sean Keys diverting investor funds from Fund 
IV 

By 2015, the financial condition of the Iris funds was so bad that only Fund IV 
had any assets left in it.'^^ The sale of Fund IV properties was supposed to be the cash 
windfall that would make Iris investors whole. Unfortunately, Mr. Kniss’ efforts to 
recoup investor money through the sale of Fund IV properties were undone by his own 
mental health crisis, as well as his misguided efforts to recoup investor money from Sean 
Keys when an unauthorized loan procured by Mr. Keys in 2012 diverted Fund IV profits 
to Howard Aaronson, Mr. Keys’ personal friend. 

Mr. Kniss only employed two people at Iris—Kellen Huddleston and an 
administrative assistant named Cindy Hamilton. Sean Keys, on the other hand, employed 
upwards of 30 people at his business. Keys Rental Holding Company (KRHC). Thus, as 
time went by, and Mr. Kniss grew more and more overwhelmed by work, he increasingly 
relied on Sean Keys and his staff to inform him about virtually every aspects of the day- 
to-day operations of Iris investment properties. Mr. Kniss was very close to Sean Keys 
and trusted him. As he told Sean Keys’ attorney John O’Neil, “I love him like a 
brother.”'^® 


Ex. G at 2. 
Ex. H at 24. 
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Unfortunately, Sean Keys did not have Mr. Kniss’ best interests in mind, and he 
eertainly did not have any eoncem for the wellbeing of Iris investors. Sean Keys used a 
eonfused and increasingly mentally unstable Mr. Kniss to finance his own private 
projects, ultimately diverting several hundred thousand dollars from Iris investors.'^' 

On June 28, 2012 Mr. Kniss and Sean Keys modified a loan taken out to finance 
the Village at Gresham, which was the property that made up Fund IPs assets. The 
agreement was to borrow an additional $1,310,000 from a lender, and friend or Mr. Keys, 
named Howard Aaronson.*^^ As collateral to secure the additional funding. Keys Rental 
Holding Company, LLC assigned 94% of its interest to Mr. Aaronson.^^^ The loan 
agreement included an attached Exhibit A which described the properties which made up 
the Village at Gresham. Both Mr. Kniss and Mr. Keys signed the document. 


BORROWER: 



The precise amount of money diverted by Sean Keys cannot be determined, because the 
defense has not been able to review all of the closing documents for the sale of all Fund IV 
properties. 

Ex. L, June 28, 2012 Loan Modification. 

Id. at 1. 

Id. at 4. 
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A fair reading of this document indicated money would be borrowed in order to 
make improvements to the Village at Gresham'and the lender would have a 94% 
interest in the property should the loan not be repaid. However, Sean Keys, unbeknownst 
to Mr. Kniss, had a very different idea of the loan. 

On the same day that the loan agreement was entered into, paperwork was 
recorded in five different counties that would destroy any chance that Iris investors would 
see a profit from Fund IV sales in the future. Specifically, in each county an Absolute 
Assignment of LLC Interest and Option to Repurchase Agreement between KRHC and 
the lender Howard Arraonson was recorded. The assignments referenced the loan 
increase signed earlier that day. However, the assignments differed markedly from the 
apparent terms of the loan modification. Specifically, rather than describe the Village at 
Gresham as the collateral for the loan, the assignments gave Mr. Aaronson a 94% interest 
in properties which were described in an attached Exhibit B. Exhibit B did not describe 
the Village at Gresham. Rather, Exhibit B described a number of single family homes in 
five counties.Taken together, the assignments described 101 properties in Multnomah, 
Washington, Clackamas, Lane, and Yamhill Counties. Thus, the first material difference 
between the loan agreement Mr. Kniss signed and the assignments filed that same day, 
was that the actual assignments used different properties as collateral for the loan. 


As Sean Keys told the FBI, improvements on the Village at Gresham were more costly than 
originally anticipated. Ex. F at 22. 

See e.g. Ex. M, Absolute Assignment of LLC Interest and Option to Repurchase Agreement 
filed in Lane County on June 28, 2012. 
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The second material difference between the loan Mr. Kniss agreed to and the 
assignments was that the assignments made clear that the proceeds of the loan would not 
be used to benefit Iris investors. Rather, the “net proceeds shall be used for personal 
flnance of Sean T. Keys.”^'^^ Thus, not only was Sean Keys changing the collateral used 
to secure the loan, he was making sure the proceeds of the loan went to him. 

The third material difference between the loan Mr. Kniss agreed to and the 
assignments was that Shayne Kniss did not sign or agree to the assignments. Rather, the 
assignments were signed only by Sean Keys and his associates. 





Ryanne El Azma (5% of Ownership Interest) 


Id. at 1. 
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In summary, Mr. Kniss signed a loan agreement that he believed gave the lender 
an interest in the Village at Gresham in exchange for money which would be used to 
improve an Iris property. However, without his knowledge, in executing the loan, Sean 
Keys assigned the 101 single family residences to the lender, with the proceeds of the 
loan going to Sean Keys’ personal finances. 

At first blush, changing the collateral on the loan from the Village at Gresham to 
101 single family homes owned by Sean Keys would seem to benefit Iris investors. After 
all, the 101 homes were not owned by Iris, but by Sean Keys. The problem was that by 
March 2012, Sean Keys was actively negotiating a deal in which the 101 properties he 
encumbered would be sold to Iris to create Iris Fund IV.Mr. Kniss believed that Fund 
IV would be more profitable to his investors because it involved single family homes as 
opposed to condominiums. Little did Mr. Kniss know, profits generated from the sale of 
Fund IV properties would go to Howard Aaronson because Sean Keys had assigned Mr. 
Aaronson a 94% interest in the Fund IV properties. 

Mr. Kniss became aware of Sean Keys’ actions in the summer of 2014. That 
summer, Mr. Kniss, with the assistance of Sean Keys, began to sell the Fund IV 
properties. Mr. Kniss expected a huge influx of cash from the sale of Fund IV properties 
that would be used to pay his investors as promised. However, as the houses were sold, 
Mr. Kniss noticed that most of proceeds from the sales were being diverted to Howard 


See Ex. G at 24-25. 
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Aaronson. For example, on July 18, 2014, a Seller’s Final Settlement Statement was 
created by First American Title Company for a Fund IV property located 633 N. Grant 
Street inNewberg, Oregon. The house sold for $170,000, of which, $143,141 went to 
Howard Aaronson, not Iris investors.On July 25, 2014, a Seller’s Final Settlement 
Statement was created by First American Title Company for a Fund IV property located 
at 6693 SE Borwick Street in Hillsboro, Oregon. The house sold for $221,000, of which, 
$198,682.37 went to Howard Aaronson, not Iris investors. 

Mr. Kniss’ reaction to the proceeds of Fund IV properties going to Howard 
Aaronson was swift. On July 24, 2014, after reviewing closing documents on Fund IV 
property sales, Mr. Kniss immediately notified Michele Lucas, an employee of Sean 
Keys who handled the logistics of the house sales, of the money being diverted to 
Howard Aaronson. In an email, Mr. Kniss stated he “was in no way aware those funds 
were going to HJA [Howard J. Aaronson], and do not approve of that.”*^^ Mr. Kniss 
wrote that the “vast majority of the proceeds ... are due to Fund IV” and demanded that 
action be taken to return the proceeds to Fund IV.*^' In an email sent to Mr. Keys’ 
attorney, John O’Neil, on the same day, Mr. Kniss asked that the sale of Fund IV 
properties be postponed until the situation was resolved.'*^ 


See e.g. Ex. N. 
Ex. Hat 25. 

Id. 

at 26. 
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Over the eourse of the next few days Mr. Kniss grew more frantic. On July 25, 
2014 he wrote John O’Neil an email stating that “Sean is taking my clients [sic] money” 
and begged for someone to call him and explain why investor money was going to 
Howard Aaronson.*^^ 

Mr. Kniss didn’t just tell Sean Keys that money was due to investors. He told his 
wife as well. Ms. Gabriel described Sean Keys as a “master manipulator.Mr. Keys 
caused a lot of stress by promising to do things and then never following through. 
“Shayne had to pick up the pieces left by Sean Keys[.]”’^^ Ms. Gabriel recalls Mr. Kniss 
saying the money Sean Keys diverted was supposed to go to investors. 

When Mr. Kniss discovered that Fund IV had been encumbered by Sean Keys, 
Mr. Kniss had so little money he could not afford an attorney to challenge Sean Keys 
regarding the funds diverted to Howard Aaronson. Thus, in order to attempt to recoup 
money from Sean Keys, Mr. Kniss contacted attorney Nick Slinde. Mr. Kniss had 
previously met Nick Slinde at a party. Mr. Slinde provided some legal advice to Mr. 
Kniss regarding real estate matters unrelated to Iris properties. Additionally, Mr. Slinde 
expressed an interest in investing in legal marijuana, and offered to help Shayne Kniss 
with the formation of Terwilliger Partners,^^^ Mr. Kniss’ marijuana business. Without 

at 27. 

Ex. C at 2. 

Mr. Kniss’ marijuana business went through a number of name changes and had various 
subdivisions as well including Divine Kind, Inc. and 82nd Avenue Partners, EEC, which are the 
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money to pay Mr. Slinde, Mr. Slinde began negotiating a partnership with Mr. Kniss in 
2014. Mr. Slinde eonvineed Mr. Kniss to give him a 15% share in Terwilliger Partners in 
exehange for legal serviees.^^^ 

The problem was that when Mr. Slinde agreed to attempt to reeoup money from 
Sean Keys on behalf of Iris, he was no longer simply representing Terwilliger Partners, 
but Iris as well. Given his dual roles, the agreement Mr. Slinde negotiated with Sean 
Keys to reeoup Iris investor money was astonishing. On August 1, 2014, Mr. Slinde 
wrote an email to John O’Neil with the subjeet “remedy for shawn [sie] misappropriating 
funds.”'^° Mr. Keys denied that he had improperly eneumbered Iris assets or 
misappropriated funds. Mr. Slinde spent the next two months attempting to recoup money 
from Mr. Keys. 

During an interview with the FBI, Sean Keys stated he agreed to invest $500,000 
in Mr. Kniss’ marijuana business.’^' While this statement is true, it leaves out the context 
of the $500,000 investment in the marijuana business. With Sean Keys reluctant to pay 
back the money that was diverted to Howard Aaronson, Mr. Slinde came up with a new 
plan. Specifically, Mr. Slinde told Mr. Kniss that the smartest thing to do would be to 
have Sean Keys invest $500,000 in Terwilliger Partners as a way to pay Iris back for the 
money he took. Mr. Slinde advised that the marijuana business was likely to be 

names used in the PSR. For simplicity purposes, the defense will refer to Mr. Kniss’ marijuana 
business as Terwilliger Partners, which was the name he most frequently used. 

Ex. H at 28. 

'‘^0 Id. at 29 
Ex. F at 16. 
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profitable, and Mr. Kniss could then take the money earned from Sean Key’s investment 
and recoup the entire sum of money which Sean Keys diverted by encumbering Fund IV 
properties. Mr. Slinde told Mr. Kniss that because a building on 82nd Avenue related to 
the marijuana business was owned by Iris, the $500,000 from Sean Keys could be 
explained as an investment in real estate, and therefore wouldn’t be too much of a 
problem for Iris investors. In other words, Mr. Slinde advised Mr. Kniss that the best way 
to repay investors from Iris, was to have Sean Keys invest in a marijuana business Nick 
Slinde had become a 15% owner of. 

By September 2014, Sean Keys had wired $250,000 to invest in the marijuana 
business.Because Sean Keys did not want the banks he worked with knowing he was 
investing in marijuana, the money was wired into an Iris account in $40,000-$50,000 
increments during the summer of 2014.'^^ Thus, what simply appeared to be Shayne 
Kniss redirecting Iris investor money into the marijuana business was in fact Sean Keys 
investing money in the marijuana business as a way to pay Mr. Kniss back for money he 
diverted from investors when he obtained a personal loan in 2012 against the Fund IV 
properties unbeknownst to Mr. Kniss. The entire idea for Mr. Keys to invest in marijuana 
was orchestrated by Nick Slinde, the man Mr. Kniss had hired to recoup Iris funds for 
investors. 


Ex. H at 30. 

See Ex. O, October 29, 2014 Iris Private Capital Check Register Export at 4. 
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Mr. Kniss, who at this point was in dire emotional and mental condition, was not 
entirely comfortable with the arrangement set up by Nick Slinde. Mr. Kniss informed Mr. 
Slinde that based on his experiences with Sean Keys, he felt uncomfortable engaging in 
business with him again.'®'* Mr. Slinde responded that he understood his concerns, but 
that he believed he could make Sean Keys “find the solution for the RE [real estate] and 
MJ [marijuana] businesses.”'®^ Nick Slinde believed that the money from Sean Keys 
could help refinance a mortgage related to the marijuana business. Mr. Kniss told Nick 
Slinde that “the funds from the refi will help, but the reality is I need those funds to go 
to real estate investors.”'®^ Mr. Kniss wrote Mr. Slinde a week later telling him that the 
money Sean Keys was sending to Iris to be invested in marijuana, “will need to be 
considered return of investment to my investors.”'®^ 

Despite the blatant conflict Mr. Slinde had, and despite Mr. Kniss’ instructions 
that money from Sean Keys needed to be returned to Iris investors, by October 2014, the 
deal to have Sean Keys pay back money taken from Iris by investing in a business Nick 
Slinde was an owner of was wrapped up. On October 22, Ben Stoller, an associate 
attorney working for Nick Slinde, wrote Mr. Kniss an email attaching a Membership 
Interest Purchase Agreement “related to the buyout of STK [Sean T. Keys] from PDX 


'®'' Ex. H at 32 
'®5 Id. at 33. 

'®^ Id. at 34. 

'®^ Id. at 35. 
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Portfolio [the Fund IV properties], and the repayment of the $500k he’s putting into MJ 
[marijuana].”^^^ 

In summary, as Iris deelined in eoneert with Mr. Kniss’ own mental health, the 
sale of Fund IV properties beeame the last best ehanee to return money to Iris investors. 
However, beeause profits from the sale of Fund IV properties were diverted to Howard 
Aaronson pursuant to the personal loan Mr. Keys obtained in 2012, Mr. Kniss’ hopes for 
Fund IV vanished. In an effort to reeoup the funds for Iris investors, Mr. Kniss was 
advised by Niek Slinde to aceept investments from Sean Keys funneled through Iris for 
the benefit of the marijuana business Mr. Slinde had beeome an owner of, rather than 
seeking to have the funds returned direetly to Iris investors. 

Thus, while it is true that money from Iris aecounts went “to support his marijuana 
business,it is not as simple as Mr. Kniss telling investors they would be investing in 
real estate and then taking their money and putting it direetly into marijuana. Rather, after 
being put in a desperate situation by Sean Keys, Mr. Kniss aeted on the adviee of 
eonflicted counsel and took money from Sean Keys, put it into Iris accounts, and then 
invested it in marijuana in an effort to try and recoup proceeds owed to Iris investors. 


Id. at 36. 
PSRatll8. 
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VII. THE COLLATERAL CONSEQUENCES— HARSH ENOUGH ON THEIR 
OWN TO SERVE THE PURPOSES OF PUNISHMENT AND 
DETERRENCE 

Mr. Kniss, a lawful permanent resident in the United States, has lived in this country 
for nearly 20 years. He has built a life here, including becoming a father to three wonderful 
children. As a result of his guilty plea in this case, he will be deported from the United 
States and permanently banned from reentering. As the Supreme Court has recognized, 
“deportation is a particularly severe penalty.” Padilla v. Kentucky, 559 U.S. 356, 365 
(2010) (internal quotation and citation omitted). Deportation is “a life sentence of 
banishment in addition to the punishment which a citizen would suffer from identical acts.” 
Jordan v. DeGeorge, 341 U.S. 223, 232 (1951). 

Mr. Kniss will never be able to attend his children’s weddings or graduations. If one 
of his children should become seriously sick or injured he will be unable to care for them. 
Simply put, Mr. Kniss’ impending exile from his children is an extraordinarily harsh 
penalty which the Guidelines do not take into account. Recognizing the severity of the 
collateral consequences of Mr. Kniss’ conviction, the Court ought to sentence Mr. Kniss 
to a sentence far lower than the 41 months recommended by the government. 

VIH. A PRISON SENTENCE WILL NOT SERVE THE PURPOSES OF 
GENERAL DETERRENCE 

Prosecutors are fond of arguing that white collar cases are particularly amenable to 
general deterrence. In particular, the government often cites the dissenting opinion in 
United States v. Edwards, 595 F.3d 1004, 1021 (9th Cir. 2009) (Bea, dissenting), in 
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which Justice Bea wrote that “[gjeneral deterrence is effeetive in the context of white 
collar crime.” According to Justice Bea, “[wjhite eollar erime * * * usually requires a 
well-schooled, intelligent criminal, capable of gauging the upside of how others will be 
gulled by his well-honed fables. This ability to foresee extends also to the possible 
downside of his fraud: apprehension, convietion, and punishment.” M at 102. The theory 
is that because “economie and fraud based crimes are more rational, eool, and calculated 
than sudden crimes of passion or opportunity, these crimes are prime candidates for 
general deterrence.” United States v. Martin, 456 F.3d 1227, 1240 (11th Cir. 2006). 

These sorts of pronouneements by judges are unpersuasive for a number of reasons. 

First, neither the Court in Martin, or Justice Bea in Edwards cited any empirieal 
evidence for the notion that general deterrenee works well in white collar cases. In truth, 
the length of a sentence has never led to greater deterrence. Empirical research on general 
deterrenee shows that while certainty of punishment has a deterrent effect, “increases in 
severity of punishments do not yield significant (if any) marginal deterrent effects . . . 
Three National Academy of Scienee panels, all appointed by Republiean presidents, 
reaehed that eonclusion, as has every major survey of the evidence.”^®® 

Second, a few judicial pronouncements that white eollar defendants operate in a 
“eool” and “ealculated” manner may be true for some defendants, but as evideneed by 
this ease, are not true for many defendants. Mr. Kniss did not have a preplanned grand 

Michael Tonry, Purposes and Functions of Sentencing, 34 Crime and Justice: A Review of 
Research, 28-29 (2006). 
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scheme in which he thought out how he was going to defraud investors and then weighed 
the risks of apprehension against the benefits of lining his own pockets. Rather, Mr. 

Kniss made a decision to start a legitimate business, found out he was incapable of 
running the business, and then made a series of hasty decisions in the midst of a mental 
health erisis. Mr. Kniss aeted in a far less ealm and ealculated manner than the vast 
majority of drug trafficking defendants. Yet, few would assert that longer drug sentenees 
are needed to deter drug traffickers. Rather, there is an almost universal belief that drug 
sentences are too long. 

Finally, Justice Bea’s musings on the utility of general deterrence for white eollar 
defendants and advoeating for a prison sentence, came in the context of a majority opinion 
which found a sentence of probation on a bank fraud case calling for 27-33 months’ of 
incarceration for a defendant who was “no stranger to the eriminal justice system” to be 
reasonable. Edwards, 595 F.3d at 1008. Contrary to Justiee Bea, the majority noted that 
the district court found a felony eonviction served as sufficient deterrence and found no 
support in federal senteneing statutes requiring “the goal of general deterrence be met 
through a period of incarceration.” Id. at 1016, 

No matter what sentenee the Court imposes on Mr. Kniss, there is little risk that any 
potential white collar defendant would look at Mr. Kniss—who has lost everything, 
including his family and at times his sanity—and think committing fraud was worth it. 
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IX. THE NEED TO AVOID UNWARRANTED SENTENCING DISPARITIES 

Section 3553(a)(6) commands district courts to “avoid unwarranted sentencing 
disparities among defendants with similar criminal records who have been found guilty of 
similar conduct.” While each case is unique and case comparisons can be difficult, a review 
of recent white collar cases and the sentences those defendants received, or which the 
government recommended, indicates 41 months is too high a sentence for Mr. Kniss. 

On January 10, 2019, the government recommended, and Judge Brown sentenced, 
Pamela Hediger to 46 months in prison. Ms. Hediger was an attorney and managing 
shareholder at a law firm.^°' Ms. Hediger embezzled funds from client trust accounts and 
the law firm’s business accounts.^®^ In addition, Ms. Hediger defrauded two investors in 
shopping center projects in Seaside and Astoria, Oregon.^®^ Through her emhezzlement 
and fraud, Ms. Hediger stole approximately $1,474 million.In addition, Ms. Hediger 
also defrauded the Internal Revenue Service of $471,399.00.^*^^ As part of her crimes Ms. 
Hediger: 

• Went to great lengths to conceal her fraud by falsifying law firm accounting 
records and submitting false documentation. 

• Operated out of naked greed, using the money she stole to fund a “lavish 
lifestyle” with foreign vacations, parties, cars, plastic surgery, and a “home 
overlooking beautiful acreage. 


20* Case 3:18-cr-00459-BR, Doc. 13 at 3. 

202 m 

203 m 

204 Id. at 7. 

200 Id at 4. 

20^ Id. at 9. 
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• Unlike Mr. Kniss, who suffered from severe mental, emotional, and 
substance abuse issues, Ms. Hediger “had every advantage in life” and was 
a successful and well respected attorney. 

If a defendant who caused over three times the loss Mr. Kniss caused, all while 
lining her own pockets out of pure greed and who also had no mental health issues and was 
not misled by trusted advisors received 46 months, whatever Mr. Kniss receives should be 
far less. 

On September 12, 2018, defendant David Reichert was sentenced to 13 months in 
prison by Judge Jones after pleading guilty to wire fraud.Mr. Reichert, a Nike salesman 
and executive, set up two sportswear companies unrelated to Nike.^*° Mr. Reichert then 
sold Nike apparel to his own company at “extraordinary discounts.”^^* Over the course of 
two years Mr. Reichert dealt himself discounts of at least $769,280.16.^^^ The government 
recommended an 18-month sentence.^'^ It does not appear from the sentencing submissions 
that Mr. Reichert suffered from mental health or addiction issues, and it does not appear 
the he was misled by advisors such as attorneys the way Mr. Kniss was. Rather, he simply 
stole over $700,000 without excuse. In light of his 13 month sentence, a 41 month sentence 
for Mr. Kniss seems grossly disproportionate. 


208 

209 

210 
211 
212 
213 


Id. at 8. 

Case 3:17-cr-00260-JO-l, Doc. 48. 
Id. at Doc. 45 at 2. 

Id. 

Id. at 4. 

Id. at 5. 
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On June 14, 2018, Bank of Oswego executives Dan Heine and Diana Yates were 
sentenced after being convicted at trial of bank fraud. The defendants lied about the 
financial condition of the bank, engaged in straw purchaser transactions to hide losses to 
the bank, made illegal payments on a loan, and lied to shareholders and potential 
investorThe lies were intended to allow them to keep their “posh” positions as bank 
executives so they could maintain and increase their lavish standard of living.^'^ 

The court determined that because the loss amount was difficult to ascertain, it 
would limit the loss amount to the salaries the defendant’s earned while engaging in fraud. 
Thus, the court imposed a 14-level increase on defendant Heine and a 12-level increase on 
defendant Yates.^^® The court set defendant Heine’s total offense level at 31 and defendant 
Yates’ at 29, both well above the total offense level for Mr. Kniss, which has been set at 
22.^^^ After noting that both defendants were “virtually broke,” Judge Simon imposed a 24 
month sentence on Mr. Heine and an 18 month sentence on Ms. Yates.^'^ Notably missing 
from Judge Simon’s opinion were any of the severe mental, emotional, and addiction 
problems Mr. Kniss suffered from, or any of the incompetent advice Mr. Kniss received 
from his advisers. With a total offense level well below either of the Bank of Oswego 
defendants, and far more mitigation, Mr. Kniss should receive a sentence that is lower than 
either Mr. Heine or Ms. Yates. 

Case 3:15-cr-00238-Sl, Doc. 1055 at 13-14. 
at 14, 16. 

Case 3:15-cr-002380-Sl, Doc. 1068 at 13. 
at 19. 

Id at 20. 
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Finally, there are the individuals who will suffer no penal eonsequenees for their 
aetions in this ease—Sean Keys and Mr. Kniss’ attorneys. Mr. Kniss, in all his 
ineompetence and dysfunction, has become a convenient scapegoat for more sophisticated 
individuals whose actions led to the loss of investor money in this case and who—unlike 
Mr. Kniss—enriched themselves in the process. 

X. CONCLUSION AND RECOMMENDED SENTENCE 

There are some white collar defendants for whom prison is necessary. They are the 
defendants who devise schemes which are wholly fraudulent from the start. They are the 
defendants who are not saddled with debilitating mental illnesses and addictions and 
whose actions are calculated and malicious. They are the defendants who, driven by 
greed, amass wealth as they defraud their victims. Mr. Kniss is none of these things. In 
forming Iris, Mr. Kniss set up a well-intentioned business he sincerely believed would be 
successful. It was only after his inability to manage complex real estate investments, 
addiction, mental illness, and terrible advice by his advisors and partners combined to 
render Mr. Kniss incapable of running the business as envisioned, that Mr. Kniss began 
to make decisions which deviated from the promises he made to investors. 
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Mr. Kniss has suffered the consequences of his conduct already and will continue 
to suffer those consequences as he experiences a lifetime of exile from his children after 
being deported to Canada. Prison is not necessary under the unique circumstances of this 
case. Taking into consideration all the factors in section 3553(a), the Court ought to 
sentence Mr. Kniss to a period of home detention to be followed by a three year term of 
supervised release. Such a sentence will serve to sufficiently punish Mr. Kniss while also 
providing him with greater opportunities to begin paying restitution, which will hopefully 
bring the recovery of investor funds from 78% where it stands now to 100%, bringing an 
end to this tragic case. 

Respectfully submitted this February 20, 2019. 

/s/ Conor Husebv _ 

Conor Huseby 

Attorney for Defendant 
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